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Technical Alert From TIC

Conference Reminder

The Technical Issues Committee asked that the substance of
the Emerging Issues Task Force’s (EITF) Consensus 86-46
be publicized to members, since many practitioners do not
routinely receive copies of these consensuses.
As background, the Tax Reform Act of 1986 requires
that certain indirect costs that previously had been charged
to expense for both financial reporting and tax purposes now
be allocated to inventory, regardless of whether the goods
are manufactured or just purchased for resale. The EITF
considered whether a similar accounting treatment would be
acceptable for GAAP reporting, and also, whether the new
costing method would be preferable for purposes of justi
fying a change in accounting principle. Underlying their de
liberations was the need to recognize complex timing
differences if the TRA 86 approach could not be used in
GAAP financial statements.
The task force concluded that “the fact that a cost is
capitalizable for tax purposes does not, in itself, indicate
that it is preferable, or even appropriate, to capitalize that
cost for financial reporting purposes. Task Force members
indicated that certain of the additional costs . . . may also
be capitalizable for financial reporting purposes, depending
on factors such as the nature of the enterprises’s operation
and industry practice. That determination, however, can
only be made after an analysis of the individual facts and
circumstances.”
Since this Consensus was reached, several large firms
have reportedly advised some of their clients that the TRA
86 approach would be acceptable for financial reporting.
In a related move, the TIC urged the Institute to set up
a mechanism for screening all EITF consensuses (most of
which are quite narrow in scope) to identify and publicize
those that might be broadly applicable.
The EITF is an arm of the Financial Accounting
Standards Board. A Consensus requires the concurrence of
15 of the EITF’s 17 members. The Securities and Exchange
Commission generally supports EITF Consensuses. The Sep
tember 1987 exposure draft of an Omnibus Statement on
Auditing Standards recognizes the EITF as a potential source
of established accounting principles.
EITF consensuses are reported in looseleaf services
published by the FASB and by a commercial publisher.
They are referenced in the AICPA’s annual Index to Ac
counting and Auditing Technical Pronouncements. In addi
tion they are included in the Institute’s new TOTAL system,
an on-line personal computer service that accesses a huge
data bank of accounting and tax literature. The AICPA’s
Technical Information Service (800/223-4158; in NY,
800/522-5430) also provides information about EITF
consensuses.
□

The 1988 PCPS Conference is scheduled for April 24-27, at
Miami’s luxurious Doral Hotel and Country Club. The Doral
is considered to be among the country’s finest golfing sites,
and also offers excellent tennis, swimming and other sports.
It is near the Miami airport, and a shuttle bus transports
guests to and from an affiliated hotel right on the beach.
The Conference opens Sunday with golf and tennis
tournaments. The Sunday evening reception will be gala but
informal.
On Monday morning a keynote address by AICPA
President Philip B. Chenok will officially launch the Tenth
Annual PCPS Conference. Breakout and plenary sessions
will then continue at a fast pace for three mornings. After
noons are unscheduled, but optional afternoon presentations
will be available Monday and Tuesday at no additional reg
istration fee. A peer reviewers’ training course will follow
the Conference, starting Wednesday afternoon and ad
journing at noon on Thursday April 28.
Optional features include spouse tours of southern Flor
ida highlights, and an escorted trip to Orlando, Wednesday
afternoon through Saturday.
The Conference registration fee is $375, spouse regis
tration is $100 and the reviewers’ training course is $160.
Conference brochures will be mailed shortly, but since the
Division’s records have only one person’s name for each
member firm, some Reporter readers might not receive bro
chures in time. For complete details, call the AICPA Meet
ings and Travel Departments, 212/575-6451.
□

PCPS Asks ASB’s Help On OCBOA
Reports
PCPS Chairman Robert L. Israeloff sent the following letter
to Jerry D. Sullivan, Chairman of the Auditing Standards
Board.
Dear Jerry;
Re: Revising the Non-GAAP Audit Report
Last month the PCPS Executive Committee resolved to
ask the Auditing Standards Board to do whatever is neces
sary to soften the harsh and negative language of the non
GAAP audit report. I am writing to convey this request, and
to urge you and the Board to use your best efforts to this
end.
The issue is not a new one. It was addressed most re
cently, and most prestigiously, in the “Tentative Conclu
sions and Recommendations of the Special Committee on
Accounting Standards Overload,” which the AICPA issued,
with Board of Directors approval, in December 1981. That
discussion paper included the following two passages:
Continued on page 4
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Committee Roundup
Here is a summary of some recent activities of three PCPS
Committees.
TIC Issues “Action Alert”

In December the Technical Issues Committee wrote the
managing partners of all member firms, alerting them to the
potentially far reaching effects of a FASB exposure draft en
titled “Disclosures about Financial Instruments.” The TIC’s
letter mentioned just a couple of the proposed disclosures
that would be required in private companies’ financial
statements.
The draft was the first published document in the
FASB’s project on financial instruments and off-balancesheet financing. The TIC has been following the issue for
over a year. At first it appeared that any resulting pro
nouncement would affect primarily financial organizations
and sophisticated financial instruments. As the project devel
oped, the FASB apparently perceived a need to require ex
panded disclosures “by all entities for all financial
instruments.” FASB’s definition of financial instrument in
cludes not only complex instruments such as interest rate
and currency swaps, but also conventional balance sheet
items such as trade receivables and payables.
Anticipating that other CPAs might mistakenly assume
that private companies’ financials would not be seriously af
fected, TIC Chairman Edward F. Rockman took the unusual
step of dispatching an “action alert,” urging all member
firms to study the proposal and consider commenting to the
FASB by the March 20 deadline.
In other activity, the TIC commented informally on two
proposed Ethics pronouncements; began to study two recent
discussion memoranda from the Governmental Accounting
Standards Board—one on accounting and financial reporting
for capital assets of governmental entities, and another on
accounting and financial reporting for risk management ac
tivities; and urged the AICPA to develop and issue helpful
guidance on real estate accounting. Noting that very little
such guidance is currently available, the TIC suggested that
a Financial Report Survey be issued in the near future, and
that a longer term project be undertaken to develop an Audit
and Accounting Guide.

diting or accounting engagement.
Although the Education Executive Committee has not
yet released the new paper, PCPS officials anticipate that it
will be responsive to the PCPS recommendations.
On another matter, the Executive Committee wrote to
Institute officials, expressing the Committee’s admiration for
The Practicing CPA, an AICPA newsletter that is distributed
monthly to each practice unit and to individual Institute
members who have specifically requested it. The Commit
tee’s letter referred to reports of recent discussions about
charging for subscriptions. Concerned that such proposals
may again surface as a result of the AICPA’s current budget
crunch, the Committee urged the Institute to continue The
Practicing CPA as a member service included in dues.
In an unrelated initiative, the Committee formally re
quested the Auditing Standards Board to reconsider the
“harsh and negative language of the non-GAAP audit re
port,” and to do whatever is necessary to soften that lan
guage so that small businesses will be more inclined to issue
OCBOA financial statements. Noting that in 1981 another
committee made such a request, the PCPS letter stated that
“Since [then] the situation confronting practitioners, and
the attitudes of many in our profession, have changed signif
icantly . . . The FASB has issued 44 Statements of Finan
cial Accounting Standards, two Statements of Financial
Accounting Concepts, and countless Interpretations, Tech
nical Bulletins, and EITF Consensuses. Preparation of
GAAP statements for small businesses has become more
burdensome then ever, and, in relation to cost, less useful.”
The Executive Committee also reviewed the activities
and accomplishments of the Member Services Committee
(MSC). The Committee commended the MSC for having de
veloped a number of needed and valuable services for mem
ber firms, and concluded that the MSC’s functions are too
important to be delegated. Accordingly, starting with the
next committee-year, the Executive Committee will itself as
sume full responsibility for providing services to member
firms. The MSC will then be discontinued.
In other actions, the Committee directed the staff to no
tify a member firm whenever its peer review report is re
quested; and, after a brief discussion, decided against
reinstating the requirement that member firms carry pre
scribed amounts of liability insurance.

Executive Committee Acts On Various Issues

Acting on another matter that was first raised by the
Technical Issues Committee, the Executive Committee pro
vided input on a paper being developed by the Education
Executive Committee. The paper is an illustrative 150 se
mester hour program, appended to the AICPA policy state
ment entitled “Education Requirements For Entering Into
The Accounting Profession.” The PCPS Executive Commit
tee asked that the statement call for including in accounting
programs “at least one comprehensive audit practice set or
case study, covering start to finish the traditional procedures
used in an audit. ...”
The Committee cited a marked decline in accounting
graduates’ preparation to participate in audit and accounting
engagements. This has adversely affected smaller firms in
particular, because these firms find it difficult to conduct ex
tensive “basic” training courses in-house. Comprehensive
case problems, the Committee said, would expose students
to the interrelationships and complexities of a complete au

Member Services Activity

In November the MSC arranged for Newkirk Products
to develop a 1987 Tax Law Summary, to be sold to PCPS
firms for distribution to clients and prospects. This was in
response to legislative changes that were far more substan
tive than anyone had anticipated earlier in the year.
Because of time pressures, the MSC authorized
Newkirk to start marketing the booklets before they were
written, and while Congress was still debating.
The MSC’s confidence in the final product was bol
stered by the membership’s acceptance of other PCPS prod
ucts that Newkirk developed. These include the 1988 Tax
Planning Guide, and a series of single subject brochures.
Member firms bought more than a million copies of these
last year.
The MSC has been working for some months with rep
resentatives of the Institute’s CPE division, encouraging
them to develop technical courses that would be suitable for
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partners and experienced managers. Very few such courses
are currently available, the MSC believes, and even in a
course that has a superstar instructor and all the right materi
als, the presence of less experienced registrants frequently
holds the whole class back.
The CPE Division has accepted the MSC’s recommen
dations, and is now developing an advanced accounting
course and an advanced auditing course, which are directly
responsive to the MSC’s detailed recommendations. In addi
tion, that Division is considering presenting annual account
ing and auditing conferences, somewhat similar to the more
conventional “update” presentations, but at a level that
would appeal only to senior technical personnel. The MSC
expressed its appreciation to the CPE Division for its coop
eration and its responsiveness, and agreed to urge PCPS
firms to support the resulting programs.
□

er outside agency meets the above criteria and, therefore, no
other agency has been included as a component unit in the
district’s financial statements.”
The following might also be appropriate: “In addition,
the district is not aware of any entity that would exercise
such oversight as to result in the district being considered a
component unit of the entity.”

Illinois Reviewers Find Five Problem Areas

Budget Items

In order to help member firms maintain their practice quality, this
Reporter from time to time reprints the findings of various technical
review activities. The following article is reprinted (with permission)
from the Illinois CPA Society’s August 1987 Newsjournal. It was
written by Harry S. Heifetz, who chairs the Society’s Governmental
Report Review Committee.

Preliminary analysis of the society’s Governmental Re
port Review sessions held last December revealed five finan
cial reporting areas where more than one-third of the reports
reviewed had GAAP deficiencies. The following statistics
are based on a random sample of reports filed with the Illi
nois Office of the Comptroller and prepared in accordance
with GAAP. Similar problems were noted in the cash-basis
reports reviewed to date.
Reporting Entity

Over 80 percent of the reports did not even attempt to
disclose the government reporting entity as required by
NCGA Statement Nos. 3 and 7 and NCGA Interpretation
No. 7. Disclosure for most of the remaining 20 percent was
incomplete. The notes to financial statements should de
scribe the criteria used in determining whether or not to in
clude specific potential component units in/from the
reporting entity for financial reporting purposes. For exam
ple: “The District has developed criteria to determine
whether outside agencies with activities which benefit the
citizens of the district should be included within its financial
reporting entity. The criteria include, but are not limited to,
whether the district exercises oversight responsibility on fi
nancial interdependency, selection of governing authority,
designation of management, ability to significantly influence
operations and accountability for fiscal matters, scope of
public service and special financing relationships.”
If component units were combined to form the report
ing entity, the notes should disclose which ones and the key
decision criteria considered.
If a potential component unit was excluded when there
was a positive response to any of the criteria, the notes
should disclose the specific reasons for excluding that com
ponent unit. Potential component units could include, but
are not limited to, school districts, park districts, library dis
tricts and other special districts especially if governmental
entities with overlapping boundaries have similar names.
When there are no potential component units that had a
positive response to any of the criteria, the following disclo
sure is appropriate: “The district has determined that no oth

Property Tax Disclosures

The following disclosures relating to the property tax
calendar were missing from over 50 percent of the reports
reviewed:
• the lien date (Jan. 1 in Illinois);
• the date the tax levy ordinance was passed;
• the due dates—the last day of payment without interest
or penalty (varies by county); and
• the collection dates—the time periods when significant
amounts were received by the reporting entity.
The following required budget related disclosures were
missing in over 40 percent of the reports:
• the basis of accounting, i.e., cash, cash plus encum
brances, GAAP, that the budget is prepared on (if not
the same for all funds, indicate which basis applies to
which funds);
• whether or not appropriations lapse at year end;
• the legal level of control (i.e., funds, departments, line
items) for which budgetary disbursements may not le
gally exceed the appropriations/budget; and
• instances when the legal level of control was exceeded
except when such disclosure is made by a pair of col
umns that represent a single fund on the Combined
Statement of Revenues, Expenditures, and Changes in
Fund Balance-Budget and Actual.
Compensated Absences

Except when all vacation and sick leave days will be
lost if not used by year end, the accounting treatment ap
plied to compensated absences should be disclosed in the
notes to financial statements for GAAP-basis reporting.
Forty-five percent of the GAAP-basis reports reviewed did
not accrue accumulated or vested vacation pay and/or vested
sick leave. For governmental fund types, the liability is usu
ally segregated between the operating fund and the general
long-term debt group of accounts.
General Fixed Assets

Nearly 40 percent of the reports did not have a separate
column for the general fixed assets account group.
Preparers of governmental financial statements are en
couraged to review their presentations to avoid the above de
ficiencies. Any material departures from GAAP or the cash
basis of accounting should be referred to in the auditors
opinion report. This latter approach was followed in most of
the reports which were missing the general fixed assets ac
count group.
All preparers of government financial statements are
encouraged to obtain the second edition (June 15, 1987) of
the ‘ ‘Codification of Governmental Accounting and Finan
cial Reporting Standards’ ’ which includes GASB Statement
Nos. 1-7 as well as currently recognized NCGA pronounce
ments from the Government Finance Officers Association,
180 N. Michigan Ave., Suite 800, Chicago, Ill. 60601,
312/977-9700. The book costs $20. Add $2.40 for first-class
mail shipment.
□
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PCPS Asks ASB’s Help
Continued from page 1
Alternatives to GAAP (comprehensive bases of ac
counting such as the income tax basis and the
modified cash basis) are available to preparers and
practitioners now, but have not been widely used.
This may be because there are no established
guidelines for those bases and because many find
the required form of auditor’s report unsatisfactory.
** *
The AICPA Auditing Standards Board is urged to
modify the reporting requirements in SAS no. 14
for income-tax-basis financial statements and to
withdraw the February 1980 auditing interpreta
tion, “Adequacy of Disclosure in Financial State
ments Prepared on a Comprehensive Basis of
Accounting Other Than Generally Accepted Ac
counting Principles.”

The paper’s Appendixes C, D and E are appended to
this letter.
I was a member of the Special Committee. I recall that
strong opposition from some then-influential sources caused
the Committee to delete this recommendation from its final
Report, issued in February 1983. However, the Report did
include many positive thoughts, such as that there are cir
cumstances in which OCBOA financial statements can pro
vide useful and cost-effective information and can provide
some relief from accounting standards overload.
We believe, however, that the CPA’s report on
OCBOA financial statements under existing reporting
standards is so negative in tone that it significantly restricts
the use of such statements as a means for small nonpublic
entities to cope with accounting standards overload. Disclo
sure of the basis of presentation in the CPA’s report and in
the financial statements is adequate. There should be no
need to state that the statements are not intended to present
financial position and results of operations in conformity
with GAAP or to disclose how the presentation differs from
GAAP either in the notes to the financial statements or in
the CPA’s report.
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Since the tentative conclusions were published the situ
ation confronting practitioners, and the attitudes of many in
our profession, have changed significantly. The FASB has
issued 44 Statements of Financial Accounting Standards,
two Statements of Financial Accounting Concepts, and
countless Interpretations, Technical Bulletins, and EITF
Consensuses. Preparation of GAAP statements for small
businesses has become more burdensome than ever, and, in
relation to cost, less useful.
Meanwhile, awareness of the benefits of financial state
ments prepared on a comprehensive basis of accounting oth
er than GAAP has intensified, as a result partly of the Spe
cial Committee’s encouragement, and partly because of
guidance provided by the Technical Information Division in
response to the Committee’s recommendations.
I assure you, Jerry, that the issue is not dead. The
problem will not go away as long as the FASB continues to
resist differential measurement and to place a seemingly low
priority on the cost/benefit impact of its pronouncements on
small businesses and the CPAs who serve them. We owe it
to our members, and especially to their clients, to make
non-GAAP statements, and the accountants’ report on them,
more acceptable to the user community and more palatable
to CPAs.
That is why the PCPS Executive Committee is formally
asking the Auditing Standards Board for help, now. I hope
you will support our Committee, and tens of thousands of
other AICPA members, by moving ahead in the direction
outlined here.
Many thanks for considering this urgent request. I
would appreciate your keeping me informed of your prog
ress towards a satisfactory solution.
Sincerely,
Robert L. Israeloff, Chairman
PCPS Executive Committee

